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Argentina's volatile Economy Minister, Domingo Cavallo, set off a political storm with charges
that "mafias" within the government are blocking key economic reforms. Cavallo's remarks
prompted speculation that he might be forced to resign, which in turn caused uneasiness in
business and financial circles. Cavallo is the architect and manager of Argentina's free-market
economic plan, which has won praise abroad but also brought record unemployment and increasing
social problems at home. During a television interview on Aug. 17, Cavallo said that "mafias"
within government agencies were obstructing progress, especially privatization of postal services
and customs operations. "What is operating in Ezeiza is a mafia," said Cavallo, referring to the
international airport in Buenos Aires. "And I have evidence that the mafias do not operate in
isolation."
Cavallo also charged judges, journalists, legislators, and government functionaries with corruption
and links to drug trafficking and he accused a top government official, Juan Carlos Cattaneo, of
connections to a firm implicated in a massive tax evasion case. Cavallo made the remarks as rumors
intensified that opposition to his tough austerity measures was growing within the administration
and that he might be forced to resign. In fact, some analysts suggested that the remarks were a
deliberate smokescreen to distract attention from the growing social problems traceable to Cavallo's
rigid neoliberal policies.
Opposition reaction to Cavallo's remarks was mixed. Carlos Alvarez of the center-left coalition
FREPASO said that his organization will submit a bill to set up a commission to investigate the
"mafia" issue. On the other hand, Union Civica Radical (UCR) deputy Jorge Benedetti said it is
Cavallo who is "turning Argentina into a large trafficker of arms and drugs, through the customs
department." Storm clouds also appeared within the administration. On Aug. 21, Vice President
Carlos Ruckauf said a bill was being prepared to go to Congress in mid-September that could create
a new ministry of production, removing those duties from Cavallo.
"A second state reform is necessary to reduce overextended areas and create a foundational
instrument, such as a ministry of production and employment," said Ruckauf. However, after
Cavallo protested, the government announced on Aug. 24 that the Economy Ministry would
not, for the moment, be divided, showing that Cavallo still wields significant power within the
administration. The reversal came after a study prepared in connection with the bill called the
proposed division "inconvenient" when Argentina is going through a period of "political and
economic instability."
Cavallo's strongest card is the widespread belief that his continued presence at the economic helm
is vital to Argentina's stability and to President Carlos Saul Menem's presidency. Cavallo has strong
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backing from business and financial sectors, and US Ambassador James Cheek is one of his most
enthusiastic supporters. Economist and banker Leonardo Anidjar pointed out that "the economy
minister's leaving at this time would be disastrous for Argentina." Also, economist Miguel Bein
predicted that Cavallo's departure "would precipitate a run on the exchange houses and banks with
accompanying capital flight." However some analysts said that Cavallo's anti-corruption crusade
could be his own political undoing. Cavallo's appearance in Congress asking for power to stop
"mafias" from controlling the country's postal and customs services and airports may have only
increased his isolation within the Peronist government, they say. "Cavallo's days are numbered,"
headlined El Expreso, a newspaper close to Menem.
The paper quoted government sources as saying Cavallo's situation was "untenable" and that he
would be forced out by late September. Although perhaps increasingly isolated within the Menem
administration, polls show Cavallo is an immensely popular figure. More than 90% of Argentines
believe his accusations of mafias in government, and 60% are convinced that he should not resign.
This public backing is particularly significant given the grim unemployment statistics that have the
administration reeling. Menem, elected to a second term on May 14, has consistently backed the
controversial minister.
On Aug. 21, Menem called for Attorney General Manuel Iturbe to investigate Cavallo's charges.
However, Cavallo's remarks coupled with the unemployment picture that grows more bleak each
day have set Menem's second term off on a rocky start. Shortly after Menem was sworn in for a
second term, the government released new statistics that put the unemployment rate at 18.6% of
the 11 million economically active Argentines, with another 11% underemployed. Unemployment
is now three times what it was when Menem took office and Cavallo launched his economic plan.
In fact, the unemployment crisis is so acute that an intelligence report prepared by the Ministries
of Interior and Defense describes nine provinces as areas of "high-intensity conflicts," while eight
suffer "medium-intensity" social problems, and only six are minimally affected.
The crisis has provided Menem's opponents with fresh ammunition. Former president Raul
Alfonsin (1983-1989), leader of the UCR, called for a modification of the economic strategy to have
a more "human" social cost, saying the country is pushed to the limit and is ready to explode. On
July 13, Menem admitted that the country was undergoing serious economic and social problems,
but said they were the cost of transforming the country. "Actually, after what I classified as major
surgery without anesthesia, Argentina is stabilized with a strong currency," said Menem. "All
change and transformation have their cost, and this government admits those costs." On July 19, the
pro-government labor federation Central Unica de Trabajadores (CGT) called on the government to
prohibit employers from laying off or firing workers for a year because of the unemployment crisis.
Menem rejected the suggestion to freeze dismissals, saying "it would create a kind of uncertainty
that would negatively affect possible new investment in the country."
Political observers in Buenos Aires quoted a conversation between Menem and Gerardo Martinez,
head of the CGT, in which the president criticized the labor leaders and said, "Whose side are you
on?" Martinez replied, "On the side of the government, but the situation has become untenable."
The government said it will give jobless benefits to more idle workers but will not abandon its tight
austerity plan. Much of the blame for the crisis was leveled at Cavallo's neoliberal policies, which
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 55951
ISSN: 1060-4189

critics charge have not only brought unprecedented unemployment, but economic recession, low
salaries, and social violence in the provinces.
The imposition of government-mandated privatizations of state firms set off demonstrations and
bloody riots in several provinces, most recently in San Juan, 1200 km west of Buenos Aires. Sporadic
strikes and protests have also shaken Cordova, where state workers are demanding their back pay.
Protests in July in Cordoba forced the resignation of former governor Eduardo Angeloz. Labor
unions organized a nationwide protest and partial work stoppage on Sept. 6 to call attention to the
unemployment situation, but resisted demands by some members for a general strike.
Menem again defended his economic policies and said they "are not up for discussion and will not
be changed." He called on workers to ignore the Sept. 6 work stoppage. Assessment of the strike
was mixed. Government sources called the strike a failure, while opposition leaders said it was a
success, especially in the provinces. Menem recently unveiled his plan to turn around the spiraling
unemployment. The cornerstone of the plan are giant construction projects with foreign financing of
US$10 billion. However, his plan was greeted with a certain skepticism by the opposition, especially
because of the uncertain financing for the projects. In addition, the government says the National
Mortgage Bank will loan US$1.5 billion for the construction of 50,000 new low-cost homes, creating
150,000 jobs.
Menem also says 50,000 will be employed to renovate the rapid transit system in Buenos Aires,
to be financed with US$5.2 billion from private investment and cuts in public spending. And,
on Aug. 1, Menem repeated his promise to create 350,000 new jobs annually until the year 2000.
With the sobering unemployment situation, Menem's popularity dropped significantly in the
first two months of his second term. A survey by the respected Centro para una Nueva Mayoria
showed Menem's popularity dropped from 40% before the election to 34% in July. Only 29% of
those questioned evaluated the economic plan as positive, compared with 41% before the elections.
[Sources: Inter Press Service, 08/03/95, 08/14/95; Deutsche Press Agentur, 08/22/95; Associated
Press, 08/23/95; Reuter, 07/20/95, 07/27/95, 08,04/95, 08/07/95, 08/10/95, 08/19/95, 08/21/95, 08/24/95,
08/26/95, 08/30/95, 09/04/95; Agence France-Presse, 07/12/95, 07/13/95, 07/19/95, 07/20/95, 07/31/95,
08/01/95, 08/06/95, 08/10/95, 08/16/95, 08/20-23/95, 08/29/95, 09/05/95, 09/06/95; Hoy (Quito), 09/07/95]
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